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The ITEC has been meeting every two months to review the broad IT strategy of the corporation, but this meeting was the first time that IT budgets would be reviewed on an enterprise-wide basis. Individual business leaders would be required to balance IT priorities and budget requirements of their businesses with IT priorities and budgets enterprisewide. As John Fiore, Executive Vice President and CIO, explained, this approach had far-reaching consequences:
" The structural changes included the impact of the aging population on pension systems, the move to T+1 settlement and the effect of the Internet on the provision of financial services. As populations live longer, policy makers are looking for ways to help people build suitable savings to fund their retirements. To manage these changes, governments will need support from financial institutions providing pension fund management services. These changes represent a huge opportunity for State Street to expand globally. In contrast, industry mandated changes-including straight-through processing and going from three days to one day to settle tradeswill cost millions of dollars that will be difficult to recoup from customers. State Street's continued technology leadership placed it in a strong position to exploit business opportunities using Internet-based tools. State Street's Global Link® product is an example of the impact of technology on financial services provision. At the 2001 annual meeting, Spina described Global Link®: Like the other business groups, SSgA had a selfcontained IT function responsible for operations across SSgA.
Moving to "One State Street" required a single point of contact and customer vision in order to develop new business and reduce time to market. Shared IT infrastructure was expected to enable "One State
Street" by reducing duplication, decreasing time to market, cutting costs and delivering greater value from IT investment. Supporting "One State Street" required a change in the culture and organization of IT. Fiore described some of the areas where he focused attention to achieve the change. The ITEC is the executive committee responsible for broad IT strategy and IT investment decisions. The existence of the ITEC reflects the responsibility of the senior business leadership for exploiting technology as a key State Street market differentiator.
The critical role of the ITEC was establishing IT priorities and setting IT direction within the context of State Street's business strategy.
IT Organization, Culture and Sharing Assets
To support "One State Street," the IT organization structure and culture needed to change from separately structured services located by business unit to one federated IT organization supporting the whole enterprise. The issue of sharing IT assets was also addressed, driven in part by recent experiences in e-business. By the end of 1999, State Street had deployed a number of separate targeted web solutions for the clients of different businesses. The autonomy and speed of deployment of these independent services were the results of State Street's focus on time-tomarket and meeting local client needs. However, there were considerable technical disadvantages: limited economies of scale; incompatible products; redundant deployment; specialized skills in each IT business unit; and difficulty of leveraging enterprisewide development expertise.
The re-organization of the IT professionals into a shared services model marked a major change for many of the businesses leaders who had been accustomed to direct control of all their IT resources. A key challenge was ensuring that the central infrastructure continued to be responsive to the needs of the individual business units within a shared services model. Late in 2001 Fiore appointed a new senior vice president of infrastructure services. One of her first initiatives was to create a group of service delivery managers responsible for ensuring quality of infrastructure services to the individual businesses.
"The intent is that in each of the vertical IT areas, there is a service delivery manager who is aligned with both the vertical IT area and the infrastructure group via a dual reporting relationship. This person is responsible for the day-to -day support of that vertical IT group for infrastructure, daily operations and problem resolution as well as orchestrating th e resources across the infrastructure group to support new initiatives."
While changing the culture of the IT organization, the CIO Staff worked hard to ensure these mechanisms were always linked back with the business leadership. For example, when new highlevel architectural standards were approved, they were also presented to the ITEC to get the business buy-in.
Office of Architecture
A clear process for identifying, mandating, and enforcing technology standards was a key enabler of the transformation to "One State Street." Fiore explained that a robust process for setting and enforcing enterprise-wide standards reduces exceptions and leads to lower cost in the use of IT. Given the complexity of the architecture and its importance in supporting the goals of State Street, the role of the Office of Architecture was extended. The Office of Architecture is part of the horizontal IT organization serving all businesses. Originally responsible for setting overall architecture framework, applied technology research and identifying and setting technology standards, its responsibilities were extended to include the review of all projects to ensure compliance with standards. When a standard was not available, the Office of Architecture helped project leaders identify and implement the best technology to satisfy the business need. Owners of the standards within the Office of Architecture must be knowledgeable enough about the business and interact well with the vertical IT people supporting the business, to accept and support "off standard" decisions when faced with a time-to-market issue.
The local IT manager or the project manager working on the initiative has responsibility to justify an exception to the standard and then bring it to the owner of the standard and the Office of Architecture. The project manager and the owner of the standard discuss the advantages and disadvantages of going "off standard." If the project manager and the standard owner cannot agree on the exception, it will immediately be escalated for arbitration by the CIO, COO and business unit leader. This appears to be a very steep escalation process, but as Fiore explains, there are some inherent advantages to this approach. The new mandate for the Office of Architecture made it a powerful force to both promote sharing and re-use of technology across State Street and to support deployment of new technology to grow the business.
ITEC and Enterprise -Wide IT Budgeting
Traditionally, IT investments at State Street involved some relatively small funding of central services and then each business independently assigned additional funding based on business priorities.
A disadvantage of this approach is that many similar initiatives may be funded in different businesses. During 2001, State Street's senior leadership decided that to achieve a better return on IT investment, State Street needed to move to enterprise-wide IT budget management.
The ITEC assumed responsibility for combining IT investment needs of individual businesses into an enterprise-wide IT budget. In the fall the leaders of each business and the CIO identified key IT business and infrastructure projects for the coming year and classified them according to their contribution to the corporate growth targets and to the strategy of each business. The result of this analysis created an initial portfolio of all IT projects recommended for the coming year. The ITEC then negotiated to create the optimal enterprise-wide IT portfolio that met the corporate growth targets and the operating budget allocated to information technology. A member of the CIO Staff identified several advantages of using the ITEC for budgeting compared with earlier IT investment committees. Key to any IT governance structure is the metrics and accountabilities for achieving IT value. Like many enterprises, State Street historically had not been particularly effective in measuring the business value of IT initiatives. The benefits of IT initiatives were traditionally expressed in very general terms such as "permitting the business to grow" or "building capacity for future opportunities." The recent changes to the IT governance structure precipitated a move to quantitative measurement of the impact of IT investment.
To assess the impact of the IT investment, State Street formalized a set of quantitative metrics currently in trial mode (see Exhibit 5, State Street IT Metrics) and which will be tracked over time. The metric system demonstrates, using a common 1997 benchmark year, the impact of key business performance indicators, such as the number of client portfolios and positions administered and the daily net asset values (NAV) calculated for NASDAQ. For example, the number of NAVs calculated increased nearly three times from 1997 to 2000. At the same time the IT cost per NAV reduced by 50%. Similarly the number of client portfolios calculated increased over 150% in the three-year period while the IT costs per portfolio have dropped. Further evidence of the impact of the IT governance structure will be available in the coming year when the IT group introduces additional quantitative metrics that include benchmarking of project implementation times.
Fiore glanced out of the window and realized that the sunny November afternoon had changed to evening and the meeting of the ITEC to finalize the 2002 IT budget, with its lively debate, was still in progress. All ITEC members had been enthusiastic about the benefits of enterprise-wide IT budgeting but it was only today during the final negotiations that individual business unit leaders began to realize the implications for their own operations.
Yet, Fiore knew that if the IT governance changes were to support "One State Street," all of the senior executives had to buy in to the enterprise-wide IT budget process. He wondered what changes the IT governance structure would need in the future.
